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September 12, 2000 

The Honorable William F. Goodling 

Chairman, Committee on Education and the Workforce 

House of Representatives 

The Honorable Heather Wilson 
House of Representatives 

Since the first charter school legislation was passed in Minnesota in 1991, 
the charter school movement has grown to include more than 1,600 
schools, and 36 states, the District of Columbia, and Puerto Rico currently 
have charter school legislation. Charter schools are public schools that are 
exempt from a variety of local and state regulations but that are held 
accountable for improving pupil outcomes. They were created to address 
concerns about educational quality, parental choice in schools, and the 
perceived burdens of school bureaucracies. These schools have enjoyed 
bipartisan support in the Congress. Specifically, in 1994, the Congress 
authorized funding for start-up costs through the Public Charter Schools 
Grants Program (PCSP). In addition, President Clinton has announced the 
goal of supporting the creation of 3,000 charter schools. Although the 
number of charter schools continues to increase, some policymakers are 
concerned that difficulties in obtaining funding to construct, lease, or 
renovate facilities may hinder the growth of these schools. 

You asked us to (1) determine the degree to which charter schools have 
access to traditional public school facility financing, (2) determine whether 
alternative sources of facility financing are available to charter schools, 
and (3) discuss potential options generally available to the federal 
government if it were to assume a larger role in charter school facility 
financing. To answer these questions, we reviewed state charter school 
laws and reports by various federal, state, and private entities that provided 
information on charter schools nationwide, including The State of Charter 
Schools 2000 issued by the Department of Education. We interviewed 
experts who have a national perspective on these issues. To obtain more 
detailed information about how charter schools finance their facilities, we 
also interviewed officials in eight states — Arizona, California, Colorado, 
Florida, Michigan, Minnesota, North Carolina, and Texas — that account for 
more than 60 percent of all charter schools. In addition, we interviewed 
federal officials, private lending companies, and major credit rating 
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agencies about facility financing options for charter schools. We did our 
work in accordance with generally accepted government auditing 
standards between January and September 2000. 



Results in Brief Charter schools generally do not have access to the most common source 

of facility financing for public schools — municipal bonds. 1 Charter schools 
are frequently not part of a local school district and generally have no 
authority to raise taxes or issue tax-exempt bonds. Charter schools that are 
part of a local school district might not share in local or state school 
construction funds because they must compete with other public schools 
that have their own construction or renovation needs, and local opposition 
to charter schools sometimes hinders the sharing of funds. State charter 
school laws vary, and few of them address facility financing or provide 
funding for constructing, renovating, purchasing, or leasing buildings for 
use by charter schools. 

Several sources of facility financing exist for charter schools, including the 
allocation of education funds from the state, loans, and private donations. 
However, these sources may not be adequate to cover costs or are not 
widely available to charter schools. 

• Per Pupil Allocation . The most frequently used source of facility 
financing for charter schools is the per pupil funding allocation that a 
state or school district provides for operating public schools (including 
charter schools). Charter schools may receive less than the average 
allocation for the schools in the district, depending on the state charter 
laws or negotiations with the sponsoring agency. Because charter 
schools use these funds to cover teachers’ salaries, books, and supplies, 
this payment may not be adequate to fully cover costs associated with 
obtaining a facility, especially for small charter schools or schools in 
high-cost areas. 

• Loans . Loans are not easily accessible or frequently available to charter 
schools for facility financing. National studies and experts we 
interviewed indicate that most charter schools are considered credit 
risks because they often have poor cash flows, lack a long credit history, 
have short-term charters that can be terminated by their sponsor, or are 
administered by management teams with limited business skills. 



Municipal bonds are tax-exempt bonds issued by a local government entity such as a school 
district, city, or county. 
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• Donations . Few charter schools have been successful in obtaining a 
facility from a private donor, and surplus buildings that can be made 
available by local districts free or at reduced rent either need expensive 
renovations or simply do not exist. 

If the federal government decides to assume a broader role in financing 
charter school facilities, various mechanisms are available. They include 
grants, direct loans, loan guarantees, loan pools, tax-exempt bonds, and tax 
credits, each of which could have different fiscal and programmatic 
implications for the federal government. Regardless of the funding 
mechanism used, all will require federal expenditures and most would add 
to the role that the federal government has indirectly played in public 
school construction through the tax code. Moreover, increased federal 
assistance would change the nature of the federal government’s 
relationship with traditional and charter schools as well as with the local 
and state governments that are primarily responsible for purchasing, 
constructing, renovating, and leasing school buildings. 



Background 



Charter schools were created to improve student achievement, enhance 
parental and student choice of public schools, and help promote 
educational reform. In the 1998-99 school year, charter schools served 
about 250,000 students in about 1,600 schools. Thirty-six states, the District 
of Columbia, and Puerto Rico have charter school legislation, and 31 states, 
the District of Columbia, and Puerto Rico had operating charter schools as 
of September 1999. (See fig. 1 for states with charter schools.) The charter 
school population represented about 0.8 percent of the total number of 
public school students in the states with charter schools for school year 
1998-99. 
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Figure 1 : States With and Without Charter School Legislation 




Note: States that have charter school legislation total 36. The District of Columbia and Puerto Rico 
also have charter school legislation. Fourteen states have not enacted charter school legislation. 



Charter schools are public schools that have been formed by teachers, 
parents, or other community members who enter into a contract (or 
charter) with one or more sponsoring entities, such as a school district, 
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school board, university, or for-profit company. Although state laws vary, 
the charter, often in effect for 3 to 5 years, generally 

• frees a charter school from many state and local laws and policies to 
which traditional public schools are subject, 

• requires a charter school to meet certain student performance and 
school management goals, and 

• defines the annual budget and sources of income. 

The sponsoring entity monitors the performance of the charter school and 
can renew or revoke the charter, depending on whether the school has met 
its goals. All charter schools must meet health and safety regulations and 
adhere to federal antidiscrimination laws. 

Charter schools are public schools, and often students from any school 
district in the state may apply for enrollment, but unlike most other public 
schools charter schools can limit enrollment according to the space they 
have available. State law or the schools charter determines how students 
will be selected to attend, and all schools receiving federal PCSP funds are 
required to use a lottery (except converted public schools, which may be 
required by state law to serve the students who already attend them). The 
median enrollment for all charter schools is 137, compared with 475 for all 
traditional public schools. According to Education, charter schools are 
more likely to include more grade levels in a single school than are 
traditional public schools. Specifically, almost three times as many charter 
schools include kindergarten through the 8th grade, and almost four times 
as many include kindergarten through the 12th grade, as other public 
schools. 

Charter schools can be established in two ways. An existing public or 
private school is converted to a charter school and remains in the same 
building, or a new school is started and a building has to be financed. As 
the number of charter schools has increased, more charter schools begin 
planning their programs without having a building. According to Education, 
through the 1994-95 school year, 53 percent of the charter schools that 
opened were new start-ups that had to find a facility to house their 
program. By the 1997-98 school year, the percentage of charter schools in 
search of new space had increased to 82.5 percent. As of September 1999, 7 
of 10 charter schools were new start-ups. These newly started charter 
schools operate in a variety of facilities, including leased mall space; 
surplus school buildings; space shared with other groups, such as the 
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YMCA; and converted commercial space. Charter schools also exist as 
home schools and distance learning facilities. 

Education currently offers start-up assistance to charter schools through 
PCSP, under which grants are available competitively to state education 
agencies in states that have charter school laws. The states then make 
subgrants to sponsors in partnership with developers of charter schools. If 
an eligible state chooses not to participate in the program or if its 
application for funding is not approved, Education can make grants 
directly to eligible charter schools. Grantees may use the funds for a variety 
of activities such as informing the community about the charter school and 
acquiring necessary equipment, material, and supplies and covering other 
start-up operational costs that cannot be met from state and local sources. 
The funds may be used for limited facility costs such as planning and 
analyzing facility needs, making minor renovations and repairs, and 
offsetting lease or rent expenses. In fiscal year 2000, the program was 
funded at $145 million. 



Facility Financing for Public school districts generally obtain financing for facilities from issuing 

Traditional Public Schools anc * sellin § tax-exempt municipal bonds or directly from local tax 

revenues. 2 School districts cover a defined geographic area, and in most 
cases, property taxes that residents pay in this geographic area provide the 
funds for school construction. Local government entities, including some 
school districts, have the authority to sell municipal bonds, using receipts 
from property taxes within the district to pay off these bonds over time. 
The Internal Revenue Code generally exempts buyers of state and local 
bonds from paying federal income taxes on the interest they earn. In 
addition to bonds, some school districts have access to revenues from local 
sales taxes. For example, Florida allows its school districts to levy a Vz 
percent sales tax, subject to voter approval, for school facilities. 

In addition to municipal bonds and taxes, many school districts receive 
state appropriations for school facilities. In Minnesota, public schools 
received state funding per pupil that varies by grade level, average building 
age, and the length of the school year. In Florida, $600 million to $700 
million a year in funds for construction and maintenance came from a state 



traditional public schools build or renovate when they need facilities and usually do not 
lease buildings as charter schools do. Traditional public schools may however, lease 
portable classrooms or other structures to supplement primary building space. 
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